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Preface 
 
 
This report has been prepared for the Commonwealth Department of Industry, 
Science and Resources by The Australian Expert Group in Industry Studies (AEGIS). 
It was conducted by a project team headed by Professor Jane Marceau of the 
University of Western Sydney Macarthur. 
 
The team members for this project were: 
 
Professor Jane Marceau, Professor of Management and Pro-Vice Chancellor Research 
at the University of Western Sydney Macarthur. 
 
Dr Karen Manley, Visiting Research Fellow, AEGIS, University of Western Sydney 
Macarthur. 
 
This report is the third in a series of five exploring the building and construction 
product system. This third report examines the emergence and performance of 
innovative new construction-related businesses. It is based on two surveys. The first 
involved interviews with 21 leading players in the building and construction product 
system and the second involved interviews with 30 innovative new construction-
related businesses1.  
 
                                                 
1 The authors are grateful to Associate Professor Keith Hampson from Queensland University of 
Technology, the Master Builders Association and the Information Industries Branch for help in 
identifying some of the interviewees for these surveys. 
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Executive Summary 
 
This report is in four parts. Part One presents a very brief review of the literature on 
the role played by new firms in industry development. Part Two analyses ABS data 
on the net entry of new business to the building and construction product system 
between 1997 and 1998. Part Three reports on a survey of 21 leading organisations in 
the building and construction product system. Major players representing construction 
companies, suppliers, consultants, R&D organisations and public sector clients were 
interviewed to determine their involvement with innovative new construction-related 
businesses. This survey and associated research led to the identification of 30 new 
innovative businesses which formed the sample for Part Four of this report. Part Four 
presents the results of a survey of these businesses. The focus of this work was on the 
dynamics surrounding the emergence and growth of new innovative firms in the 
building and construction product system. 
Part One 
 
The literature review conducted in Part One of this report found that new firms are 
likely to: 
 
 grow faster than established firms; 
 be more innovative than established firms; 
 have positive employment impacts; and 
 improve industry efficiency. 
Part Two 
 
This part of the report is based on ABS unpublished data on 40 industries which 
contribute to the operation of the building and construction product system. The data 
was drawn from the ABS business register and reveals the number of businesses in 
each industry. By comparing the number of businesses in each industry in 1997 and 
1998, an indication of the level of new business entry in each industry was gained. 
 
The ABS data presented in this part indicated that most new businesses in the building 
and construction product system will have less than five employees. It was also shown 
that there is great variability in the entry rate of new businesses, even between similar 
industries. Other findings were that: 
 
 14, 357  new businesses entered the building and construction product system (as 
defined by the 40 ANZSIC codes selected) between 1997 and 1998; 
 
 industries containing the largest number of entrants were construction trade 
services (4, 379), computer services (not necessarily related to construction) (2, 
839) and consulting engineering services (1,485); 
 
 five industries grew by more than 15 per cent over the period – prefabricated 
buildings (30 per cent), computer services (18 per cent), hardware and hand tools 
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(18 per cent), fabricated metals (16 per cent) and residential building (16 per 
cent); 
 
 three industries showed zero or negative growth rates between 1997 and 1998  – 
building supplies wholesaling, spring and wire products and non-ferrous pipe 
fittings; 
 
 of the four professional service industries reviewed (see Figure 7), only the 
consulting engineering services industry grew faster than the median rate for all 
industries;  
 
 of the five construction industries reviewed (see Figure 6), three showed above 
median growth rates between 1997 and 1998: non-house residential building, non-
residential (commercial) building and non-building (engineering) construction; 
and 
 
 house construction had the fourth lowest growth rate between 1997 and 1998 of 
all the industries reviewed (shared with timber wholesaling and technical 
services). 
Part Three 
 
Part Three presents the results of a survey of 21 leading organisations in the building 
and construction product system. A short structured series of questions formed the 
basis of interviews with leading contractors and leading suppliers. Less formal 
interviews were held with a small number of  leading consultants, two leading public 
sector clients and two state offices of CSIRO’s Division of Building, Construction 
and Engineering. The focus of these interviews varied according to the role played the 
respondent. Key results are presented below:  
 
Leading Contractors (8 respondents) 
 
 on average, one-quarter of all business relationships maintained by leading 
contractors were with businesses less than 10 years old; 
 
 five of the eight respondents felt that new businesses, as a proportion of all the 
businesses they dealt with, had remained unchanged over recent years; 
 
 all  respondents indicated that most emerging businesses were consultants rather 
than suppliers; 
 
 all respondents noted that their adoption of new technologies and new 
organisational functions resulted in their dealing with a significant number of 
businesses with which they had not dealt with previously and that a significant 
proportion of these were less than 10 years old; 
 
 three of the eight respondents noted that de-regulation of previously public sector 
activities had created opportunities for new businesses to emerge in construction; 
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 seven of the eight respondents readily recalled instances where ex-employees had 
left the company to set up a new business; 
 
 half of the respondents had taken equity in new businesses set-up in relation to a 
specific project; 
 
Leading Suppliers (5 respondents) 
 
 three of the five respondents dealt with a significant number of businesses less 
than 10 years old, the remaining two dealt with very few new businesses; 
 
 new business represented greatly varying proportions of all businesses dealt with 
by respondents; 
 
 two respondents felt the proportion of new businesses they dealt with had been 
rising over recent years, two felt the proportion had been stable and one felt the 
proportion had been falling; 
 
 all the suppliers interviewed readily recalled instances where ex-employees had 
started their own related businesses; 
 
 none of the leading suppliers interviewed had taken equity in any new businesses 
set up in relation to a specific construction project; 
 
Leading Consultants (4 respondents) 
 
 all consultants noted that most new business activity occurred in emerging, 
specialised consulting areas; 
 
 two of the four consultants noted that new businesses were emerging in Building 
Code of Australia (BCA) certification (arising from deregulation in this area); 
 
 all consultants could readily recall examples where ex-employees had left to start 
their own businesses, in one case the respondent recalled that his company 
provided support for the venture; 
 
Leading Public Sector Clients (2 respondents) 
 
 both respondents dealt with a ‘reasonable’ number of new businesses (probably 
less than the number dealt with by all the leading contractors interviewed and 
most of the suppliers interviewed); 
 
 both respondents felt that growth of new businesses was highest in emerging 
consulting fields; 
 
 both respondents readily recalled instances where ex-employees had left to start 
new businesses; 
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 although both respondents had instituted major changes to procurement practices, 
which in part were thought to promote opportunities for new businesses, the 
procurement systems appeared to continue to value the reliability of established 
companies to the extent that is was difficult to see scope for the emergence of new 
businesses; 
 
CSIRO (2 respondents) 
 
 both CSIRO respondents could readily recall instances where ex-employees had 
left to start their own businesses; and 
 
 both respondents estimated that less than 10 per cent of their research/testing 
income was derived from businesses less than 10 years old. 
Part Four 
 
Part Four reports on a survey of 30 innovative new businesses operating in the 
Australian building and construction product system. The sample was drawn 
primarily as a result of referrals provided by respondents to the ‘Leading Players’ 
survey which was also undertaken for this project. Respondent businesses were ‘new’ 
in the sense that they were ten years old or less. In the final analysis, 19 of the 30 
businesses (nearly two-thirds) were less than five years old. Further, respondent 
businesses were selected only if they were innovative.2 Each business in the sample 
undertook at least one of the nominated innovation activities (see below).  
 
The purpose of the survey was to gather information on the emergence and 
performance of innovative new businesses. 
 
The key findings of the survey were that: 
 
Background 
 
 the sample was dominated by businesses from New South Wales (14 businesses) 
and Queensland (11 businesses); 
 
 the sample consisted of 17 consultants, 8 suppliers and 5 construction contractors; 
 
 20 respondents (two-thirds) had 15 or fewer employees; 
 
Emergence  
 
 18 respondent businesses (60 per cent)  were founded by someone who had exited 
a larger organisation to set up their own business; 
 
                                                 
2 The survey work for this project did not test the hypothesis that new businesses are likely to be 
innovative. Instead, an innovative sample was purposefully chosen in order to explore the nature of 
innovation undertaken by new businesses. The focus on innovation arises from the literature which 
suggests that innovative businesses make a more significant contribution to economic growth. 
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 9 respondents (30 per cent) set up their business in order to ‘exploit a new 
technology’, similarly 9 respondents set up their business in order to ‘offer a new 
way of doing business’, both these activities can be considered types of 
innovation; 
 
Markets3 
 
 22 respondents (78 per cent) nominated ‘networking’ as a key method of entering 
markets (in an open-ended question); 
 
 9 respondents (32 per cent) were operating in export markets, mostly to a very 
limited extent; 
 
 15 respondents (54 per cent) were either exporting or planning to export in the 
near future; 
 
 13 respondents (46 per cent) derived 60 per cent or more of their revenue from 
their largest three customers; 
 
 9 respondents (32 per cent) included at least one leading construction contractor 
amongst their largest three customers; 
 
Growth 
 
 the average of annual growth rate, over the past three years, across the 26 
businesses, was 53 per cent; 
 
 10 respondents (38 per cent) 4 averaged growth of 75 per cent or more over the 
past three years;  
 
 the two leading factors identified by respondents as underpinning business growth 
were ‘networking’ and ‘innovation’, 9 respondents (nearly one-third) nominated 
each of these factors;5 
 
 the most commonly cited new business opportunity perceived by respondents 
related to innovation, which was mentioned by 11 respondents (just over one-
third), while the next most common opportunity noted was ‘exporting’, cited by 6 
respondents (20 per cent); 6 
 
                                                 
3 Percentage figures in this section are calculated on a base of 28 respondents, as two respondents were 
not yet active in markets. 
4 This percentage figure is calculated on a base of 26 respondents, as four businesses had not been 
operating long enough to calculate a growth rate. 
5 These results are derived from an open-ended question and respondents did not necessarily use these 
exact terms. 
6 These results are derived from an open-ended question and respondents did not necessarily use these 
exact terms. 
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Innovation7 
 
 26 businesses (87 per cent) produced, or were preparing to produce, new or 
significantly improved output; 
 
 23 respondents (77 per cent) produced output based on new ideas; 
 
 23 respondents (77 per cent) invested in R&D; 
 
 20 respondents (two-thirds) employed ideas that were either new to the industry 
nationally or globally; 
 
 15 respondents (half ) claimed to be offering ‘radically different’ products or 
services; 
 
Networking 
 
 27 respondents (90 per cent) indicated that relationships with other players in the 
industry had helped to get their business established, with 26 (87 per cent) 
indicating that they gained direct market access through these relationships; 
 
 25 businesses (83 per cent) were ‘significantly assisted by personal informal 
contact with leading players in the building and construction product system’, 
while nearly half of the businesses sampled were ‘significantly assisted by 
membership of an industry association’; 
 
Constraints 
 
 the most commonly cited constraint faced by respondents was ‘shortages of 
skilled staff’, cited by 16 respondents (just over half), while the next most 
common constraint was ‘finance difficulties’, cited by 12 respondents (40 per 
cent); and 
 
Advice 
 
 an open-ended question asked respondents to describe the advice they would offer 
prospective founders of similar new businesses, the most commonly offered 
advice was ‘don’t over-extend yourself financially’, cited by 13 respondents (43 
per cent), while the next most common piece of advice was ‘to put in place good 
marketing systems’, cited by 7 respondents (23 per cent).8 
 
 
 
                                                 
7 The survey work for this project did not test the hypothesis that new businesses are likely to be 
innovative. Instead, an innovative sample was purposefully chosen in order to explore the nature of 
innovation undertaken by new businesses. 
8 Respondents did not use these exact phrases. 
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Introduction 
 
This report examines the conditions surrounding the emergence and growth of 
innovative new firms in the building and construction product system. The focus on 
innovative new firms was prompted by diverse literatures which highlight the pivotal 
roles of innovation and new business activity in driving economic growth. 9 
 
The literature concludes that the founders of new firms are likely to be innovative and 
that new firms are likely to promote industry innovation and efficiency. New 
businesses have also been found to have positive employment impacts and to grow 
faster than established firms. 
 
Earlier reports in this series have suggested that the innovation potential of the 
building and construction product system is currently not being fully realised. In 
1998, the OECD summarised the industry outlook in construction as follows: 
 
…there has been little systematic improvement in working methods and 
technologies. However, a strong potential for improved performance exists 
and it could, if realised, help improve productivity and reduce costs and prices 
(1998b: 13).  
 
New firms have a role to play in realising the industry’s potential. Indeed, new 
business activity is having an increasingly important impact in global knowledge 
economies. For instance,  
 
… [i]n the 1950s and 1960s it took two entire decades for one-third of the 
Fortune 500 firms to be replaced. In the 1970s it took one decade to replace 
one-third of the Fortune 500. By contrast, in the 1980s, it took just five years 
for one-third of the Fortune 500 to be replaced. (Audretsch 1995, in Thurik 
and Audretsch 1996: 150) 
 
The evidence presented in this report indicates that the benefits offered by new firms 
in the building and construction product system may be maximised through 
government policy aimed at innovation, business networking, training and finance.  
 
This report initially provides a brief summary of the literature on the role of new firms 
in economic development. Once the importance of new firms has been established, 
the report presents an overview of new firm activity in the building and construction 
product system, based on Australian Bureau of Statistics data. Following this, the 
results of two phases of survey work are presented. The first involved interviews with 
leading players in the system and the second involved interviews with innovative new 
businesses.  
 
 
                                                 
9 See Projects One and Two of this series and Part One of this report. The survey work for this project 
did not test the hypothesis that new businesses are likely to be innovative. Instead, an innovative 
sample was purposefully chosen in order to explore the nature of innovation undertaken by new 
businesses. 
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Part I: The Role of New Firms 
 
The role of new firms in promoting economic growth was first explored by 
economists such as Joseph Schumpeter (1911, 1942) and Alfred Marshall (1920). For 
Schumpeter, the exit of established firms freed-up resources for better use by new 
firms. Marshall’s views compared the economy to a forest where: 
 
‘….young trees…struggle upwards through the benumbing shade of their 
older rivals. Many succumb on the way, and a few only survive.’ In the end of 
such a natural selection process, the incumbents have to ‘give place to others, 
which, though of less material strength, have on their side the vigour of 
youth.’ (Fritsch 1996: 232). 
 
Although some recent studies of the relationship between new firm activity and 
economic growth show mixed results (eg Wagner 1996: 201; Fritsch 1996: 231), the 
majority of the contemporary literature on this topic tends to support the positive 
views of Schumpeter and Marshall. 
 
In the early 1970s, an influential report commissioned by the US government found 
that: 
 
…the health of the economy requires the birth of new enterprises in substantial 
number and the growth of some to a position from which they are able to 
challenge and supplant the existing leaders of industry (Beesley and Hamilton 
1984: 217). 
 
Examination of studies undertaken since the 1980s reveals that there is still strong 
empirical evidence in support of the importance of new firms to economic growth. A 
recent review of international research concludes that although new firms are 
generally small and have high failure rates, over time ‘they cumulate to gain a 
significant portion of many markets’ (Baldwin 1995: 389). This implies that new 
firms grow faster than established firms (Baldwin 1995: 390).  Indeed, a review of 
recently published US studies reached the same conclusion – that ‘firm growth is 
negatively related to firm size’ (Wagner 1996: 201).  
 
Further, a study comparing new firm growth rates across industries has concluded that 
new firms that are able to adjust to the competitive environment in an industry are 
likely to grow faster if they are in a relatively innovative industry (Audretsch 1995: 
441).  
 
New firms have also been found, on balance, to have positive impacts on efficiency, 
employment and innovation. A study by Geroski and Jacquemin (1985, reported in 
Carree and Thurik 1996: 155) concluded that industries with low levels of new firm 
activity (and low levels of firm ‘exits’) were likely to be ‘more vulnerable to an 
inadequate allocation of resources, limited innovativeness, and some form of formal 
or tacit collusion’ than industries with high levels of new firm activity (and high 
levels of firm ‘exits’). Efficiency improvements arising from new firm activity are 
related to the innovativeness of new firms: 
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[new firms] represent a ‘seedbed of new activities from which will emerge the 
successful businesses and industries of the future (Beesley and Hamilton 1984 
reported in Carree and Thurik 1996: 155). 
 
Indeed, a major econometric investigation of the links between the internal dynamics 
of industries and economic performance in Canada concludes that: 
 
…[e]ntry serves to increase productivity. It boosts efficiency. It is part of the 
dynamic process that serves to renew industries and to facilitate technical 
progress and innovation. …Entrants are closer to the production frontier than 
the firms that they replace. (Baldwin 1995: 390, 393). 
 
Further, Baldwin (1995: 8, 397) found that new firms ‘facilitat[e] the adaption of 
industry to change’ and that they act as ‘a conduit through which new ideas and 
innovation are introduced’. Baldwin’s econometric analysis revealed that entry of new 
firms was ‘positively related to research and development’. 
 
In a similar vein, Beesley and Hamilton concluded that in the UK context new firm 
activity ‘is indeed associated with innovation [and] independent founders do appear to 
be predominantly innovative…(1984: 228). 
 
The entry of new firms into an industry has also been widely associated with  
employment growth. Despite the possibility for negative employment impacts arising 
from indirect effects noted in some studies, it appears that generally speaking, the 
emergence of new firms is associated with significant employment growth (Fritsch 
1996: 232-234). Indeed: 
 
…[b]ecause the setting up of a new establishment implies taking up new 
activities, it seems to be more or less obvious that new establishments lead to 
an increase in job supply growth (Fritsch 1996: 232). 
 
 
Further, a West German study based on longitudinal data from over 2 million 
businesses revealed that ‘the entry of establishments was the driving force of trend 
employment growth’ (Boeri and Cramer 1992: 545). 
 
Finally, it appears that global trends toward deregulation are magnifying the 
opportunities for new firms and the extent of benefits such as those described above 
(see for example, Anonymous 1997; Obel  1986; Levinson 1985).  
 
New Firms in Construction 
 
In the time available to prepare this report, no study of new firms in construction was 
uncovered. Indeed, Carree and Thurik (1996) present details of 44 studies of the 
determinants of firm entry and exit, spanning the period 1962 to 1994 and covering 
over 10 countries (Carree and Thurik 1996: 157-161), of which none focus on non-
manufacturing industries. Carree and Thurik (1996: 156) claim that their study of the 
retailing sector in The Netherlands is the first study globally to examine new firm 
entry in a non-manufacturing industry.  
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Despite the absence of any studies of new firms in the construction industry, some 
observations can be made. The efficiency, innovation and employment benefits 
discussed above will arise primarily from the activities of the most innovative new 
firms, hence, in the construction context, fewer benefits may arise from the large 
number of firm entries and exits in the ‘construction trade services’ industry.  
Professional consultants, suppliers of machinery and equipment, and construction 
contractors are likely to provide higher value and more innovative output. This 
consideration helped direct the sample selection process for the field research reported 
in Part Four of this report. 
 
Further, there is some literature on new firm entry to mature markets – which is 
relevant to the construction industry. This literature emphasises that: 
 
… [i]t is important to develop an understanding of firm entry to new market 
segments of mature industries due to the prominent role of entrants in the 
renewal and growth of such industries (Abernathy and Clark 1985, reported in 
Swaminathan 1998: 389-390). 
 
An extensive study in this field recently conducted by Swaminathan (1998: 389) 
concludes that the dynamics underlying the entry of new firms into mature markets 
are most likely to be driven by ‘discontinuities in an industry’s environment’, relating 
to innovation and changes in client behaviour. Swaminathan conceptualises 
discontinuities as exogenous forces impacting on the industry.  
 
Project One in the current series has noted that the building and construction product 
system is experiencing a period of discontinuity which is likely to be shaping growth 
in the industry. In the context of the present study, it is hypothesised that new firm 
entry is being driven by discontinuities in relation to: 
 
 rapid technological and organisational change in the industry (innovation) 
 procurement process changes (client behaviour) 
 regulatory changes 
 
It is further hypothesised that once entry is established, the key factors underpinning 
business growth will be: 
 
 continuing innovation and  
 the establishment of extensive business networks. 
 
Survey work undertaken for this project sheds some light on the plausibility of these 
hypotheses. Such findings are reported in the Conclusion to this report.  
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Part II: New Firm Entry to the Building 
and Construction Product System 
 
This section is based on ABS unpublished data on 40 industries which contribute to 
the operation of the building and construction product system. The data are drawn 
from the ABS business register and reveal the number of management units in each 
industry. By comparing the number of management units in each industry in 1997 and 
1998 an indication of the level of new business entry in each industry was gained 
(technically, this is net entry, as business exits will also affect the data). For small and 
medium sized businesses, a management unit is likely to equate with the business (eg, 
the sole proprietor, partnership or incorporated company). Larger businesses may 
have separate management units for each of their major divisions, so that in this case 
growth in management units does not necessarily reveal new business activity 
 
The selection of industries involved three and four-digit ANZSIC definition in many 
instances in order to include only those activities relevant to the building and 
construction product system, otherwise the broadest ANZSIC definition was 
employed. 
 
Across the 40 industries selected, 14, 357 new businesses emerged between 1997 and 
1998. The construction trade services industry accounted for 4, 379 of these 
businesses (30 per cent). The computer services industry accounted for 2, 839 new 
entrants (20 per cent). However, these two industries are of marginal interest here. 
The trade services industry is relatively unlikely to contain a high proportion of 
innovative firms. The computer services industry serves a broad array of industries 
and only a relatively small proportion of growth is likely to be related to construction 
(although the precise proportion is difficult to gauge). Excluding these two industries, 
7, 139 new businesses entered the building and construction product system between 
1997 and 1998. One fifth of these entrants were in the consulting engineering services 
industry. 
 
Figure 1 below reveals the percentage growth of the number of businesses in each of 
the 40 industries between 1997 and 1998. 
 
Three industries showed zero or negative growth between 1997 and 1998 – building 
supplies wholesaling, spring and wire products and non-ferrous pipe fittings. 
 
Five industries grew by more than 15 per cent over the period shown. One of these 
was the computer services industry, which grew 18 per cent. It is difficult to 
determine to what extent such growth involved businesses servicing the building and 
construction product system. Interviews undertaken for this report suggest that, 
whatever the extent of construction-related growth, in terms of software firms, it is 
likely to have involved a significant proportion of software re-sellers, with there 
being ‘only a handful of truly innovative construction software companies in the 
country’ (Interview with innovative construction software company, 13 May 1999).  
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Figure 1: Percentage Growth (by Number of Businesses) of ANZSIC Industries 
Contributing to the Building and Construction Product System, 1997 to 1998 
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The other four industries showing growth greater than 15 per cent were dedicated to 
the building and construction product system. These were prefabricated buildings, 
hardware and hand tools, fabricated metals, and residential building. The growth of 
these industries is analysed below by employment size of businesses. 
 
Figure 2: Number of Prefabricated Building Manufacturing Businesses 
by Employment Size, 1997 and 1998 
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Most growth occurred in the number of business with less than 20 employees. These 
businesses constituted 90 per cent of total business growth. In 1998, businesses with 
less than five employees constituted 55 per cent of all businesses and there were only 
11 businesses with 50 or more employees. 
 
The hardware and hand tools industry is reviewed below. 
 
Figure 3: Number of General Hardware and Hand Tool Manufacturing 
Businesses by Employment Size, 1997 and 1998 
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Again, most growth was in the emergence of businesses with less than 20 employees. 
These businesses accounted for 95 per cent of net entry to the industry. In 1998, 
businesses with less than five employees constituted 55 per cent of total businesses. 
The number of large businesses was very low. In the ‘over 100 employee’ range the 
number of businesses increased by only one over the period, so that in 1998 there 
were two. While in the 50 to 99 employee range, the number of businesses fell by one 
over the period, so that in 1998 there were none. 
 
The residential building industry is analysed below. 
 
Figure 4: Number of Residential Building Construction Businesses by 
Employment Size, 1997 and 1998 
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The residential building industry is more heavily dominated by businesses with less 
than five employees than the industries reviewed above. Ninety-four per cent of new 
businesses emerging over the year had less than five employees. In 1998, the number 
of businesses with less than five employees constituted 88 per cent of all the 
businesses in the industry.  
 
The fabricated metals industry is reviewed below. Most growth occurred in the 
number of businesses with less than 20 employees. These businesses constituted 85 
per cent of total business growth. In 1998, businesses with less than five employees 
constituted 65 per cent of all businesses. The number of businesses with more than 
100 employees grew by 10 over the period, although this is very likely to reflect the 
establishment of new divisions, rather than the emergence of new players.  
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Figure 5: Number of Fabricated Metal Product Manufacturing 
Businesses by Employment Size, 1997 and 1998 
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The analysis to follow reviews activity in a number of industries that are central to the 
operation of the building and construction product system.  
 
Construction Industries 
 
Of the five construction industries shown in Figure 1, residential (non-house) 
building, non-residential building and non-building construction all showed relatively 
strong growth in number of businesses over the period. The road and bridge 
construction industry grew at the median rate for all industries. House construction 
had the fourth lowest growth rate of all the industries shown. The following figure 
compares the five construction industries identified by the ABS in more detail.  
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Figure 6: Construction Industries, Number of Businesses by 
Employment Size, 1997 and 1998 
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In terms of total number of businesses, the housing industry is clearly the largest in 
this group, with the road and bridge construction industry being the smallest. The 
other three industries shown were roughly the same size.  
    
Given that the size and sophistication of construction projects tends to increase 
moving from housing, to residential, to commercial, to engineering construction, then 
the charts show that the relative importance of larger businesses rises as the level of 
sophistication of the industry rises.  
 
The strong growth of residential building businesses noted earlier clearly took place 
primarily among business with less than five employees. Both the commercial and 
engineering industries also saw significant growth in the number of business with less 
than five employees in 1998 compared to 1997.  
 
Overall, the four largest construction industries showed very similar growth in the 
number of businesses, as shown in the table below. 
 
Table 1: Net Growth in Number of Businesses, Construction Industries, 
1997 to 1998 
 
Construction Industry Net Growth 
Residential 388
Commercial 381
Housing 302
Engineering (Non-Building) 291
Road and Bridge 65
 
The number of new businesses in house construction is only comparable with the 
other three largest industries shown because of the very low growth rate in the 
housing industry over the period.  
 
Professional Services 
 
Of the four professional service industries shown in Figure 1, only the engineering 
services industry grew by more than the median rate for all industries, in fact, it was 
the equal sixth fastest growing industry of the 40 industries reviewed in Figure 1. 
Growth performance in the professional service industries is compared in more detail 
in the figure below. 
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Figure 7: Professional Service Industries, Number of Businesses by 
Employment Size, 1997 and 1998 
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The overall size of these industries varies considerably (in terms of number of 
businesses), ranging from the engineering services industry as the largest, through 
architectural and technical services, to surveying services as the smallest industry. In 
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1998, there were nearly seven times as many businesses specialising in engineering 
services, compared to surveying services. Indeed, the survey work conducted for the 
current study suggests that many businesses combine engineering with surveying 
services, with engineering being the broader and more profitable service.  
 
The size structure of each of the industries is quite similar, with businesses with less 
than five employees being overwhelmingly dominant in each case. Again, new 
growth has occurred mainly in the number of these smallest of businesses.  
 
The table below shows the number of new players in each of the professional service 
industries in 1998. 
 
Table 2: Net Growth in Number of Businesses, Professional Service 
Industries, 1997 to 1998 
 
Industry  Growth
Engineering Services 1485
Architectural Services 409
Surveying Services 93
Technical Services 32
 
Although the technical services industry is larger than the surveying industry, its 
growth rate has been lower, leading to fewer start-ups.  
 
Construction Trade Services 
 
Referring back to Figure 1, the number of businesses in the trade services industry 
grew between 1997 and 1998 at a rate just below the median for all industries. Growth 
by employment size of businesses is reviewed in the figure below. 
 
Figure 8: Number of Trade Service Businesses by Employment Size, 
1997 and 1998 
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Clearly, trade services considered collectively constitute a very large industry. Again, 
the dominance of very small players is obvious.  
 
As might be expected, this section has highlighted that across the industries reviewed, 
most new businesses had less than five employees. It has also been shown that there is 
great variability in the entry rate of new businesses, even between similar industries 
(eg. amongst professional service industries). 
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Part III: Leading Players and New 
Businesses 
 
This section is based on a survey of 21 leading organisations in the building and 
construction product system. Major players representing construction companies, 
suppliers, consultants, R&D organisations and public sector clients were interviewed 
to investigate their involvement with new construction-related businesses. For the 
purposes of the survey, new businesses were defined as those less than 10 years old. 
Businesses that arose as the result of mergers and takeovers were not relevant to the 
survey, as the focus was on the emergence of genuinely new activity in the 
construction industry (this included businesses entering from other industries). 
 
Further, the survey questions pertained to high value-adding and/or innovative 
businesses. Hence, the investigation excluded consideration of on-site trade services 
and focused on material/product suppliers, machinery/equipment suppliers, 
professional service providers (consultants) and clients10. 
 
A short structured series of questions formed the basis of interviews with leading 
contractors and leading suppliers. Less formal interviews were held with a small 
number of  leading consultants, two leading public sector clients and two state offices 
of CSIRO’s Division of Building, Construction and Engineering. The focus of these 
interviews varied according to the role played the respondent, but in all cases 
information was sought regarding the dynamics surrounding the emergence and 
growth of new businesses, particularly high value and/or innovative businesses. The 
results are presented below.  
 
Section I: Leading Construction Companies 
 
Eight leading construction companies provided responses to the survey: Leighton 
Contractors, Concrete Constructions, Barclay Mowlem, Civil and Civic, Baulderstone 
Hornibrook, Thiess, Multiplex, and ABB. The Australian Constructors Association is 
the industry body representing the leading constructors. There are only 17 members of 
this association, therefore the survey sample comprises close to 50 per cent of the key 
players in this segment of the industry.  
 
i: Involvement With New Businesses 
 
All of the surveyed companies had dealings with a significant number of new 
businesses. Respondents provided an estimate of new businesses (less than 10 years 
old) as a proportion of all the businesses with which they dealt (excluding trade 
services). Results are shown below. 
 
 
 
 
 
                                                 
10 Obviously this selection procedure will involve the exclusion of some businesses of interest and the 
inclusion of some business that are not, however it is a useful approximation.  
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Table 3: New Businesses as a Proportion of All Businesses11 
 
Respondent Proportion
Respondent 1 20
Respondent 2 30
Respondent 3 50
Respondent 4 10-25
Respondent 5 25-30
Respondent 6 10
Respondent 7 20
Respondent 8 20-30
 
These figures indicate some variability in the experience of leading construction 
companies. New businesses constituted between 10 and 50 percent of all the 
businesses dealt with by leading contractors. On average, one-quarter of all businesses 
relationships were with businesses less than 10 years old. This figure should be 
interpreted cautiously as all respondents noted the very high incidence of ‘businesses 
re-inventing themselves’. Hence, it seems probable that these figures unwittingly 
include activity that is not genuinely new, such as re-named businesses.  
 
One respondent noted that, of their total number of businesses relationships, 20 per 
cent would be with new businesses. However, he observed that his major clients were 
likely to be dealing with businesses of which approximately 40 per cent would be 
new. This respondent put this relatively high proportion down to the increasing use of 
specialised project management companies.  
 
Five respondents felt that the proportion of new businesses they dealt with (new to the 
company) had remained relatively unchanged over the past three years, while three 
respondents felt that the proportion had been rising over that period. One of the 
respondents noting a stable proportion observed that although the proportion may be 
unchanged, this may mask much activity with unsuccessful companies exiting and 
new companies replacing them. One of the respondents noting a rising proportion, 
commented that this growth had been slow over the period. Another commented that 
when his company’s turnover was rising it dealt with an increasing number of new 
businesses (new to the company) and that these businesses were likely to contain a 
higher proportion of businesses new to the industry than the base of established 
companies with which the contractor maintained on-going relationships. Conversely, 
when turnover is falling, there is a tendency to fall back on established businesses. 
This observation ties in with the literature which suggests that macroeconomic 
conditions (which have a direct impact on construction activity) strongly influence 
new business activity.  
 
Most respondents also observed that new business growth varies by segment within 
the building and construction product system. All these respondents shared the same 
opinion – that growth in new consulting companies was far outstripping growth in 
new suppliers. This observation is in keeping with the literature which suggests that 
new business activity is likely to be more pronounced in areas with low start-up costs. 
Consultancies typically require little in the way of capital investment.  
 
Further, within the consulting industries and supplier industries, some areas are 
showing more rapid growth than others. This is discussed later.  
                                                 
11 Exlcuding trade services. 
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ii: Technology Development/Adoption by Leading Contractors 
 
Leading contractors constitute an important market for new construction-related 
businesses, therefore, the technology needs of that market will represent specific 
opportunities for new businesses. The survey confirmed that key technologies such as 
information technology (IT), new materials technology, advanced equipment and 
products, and environmentally-friendly technology were high priorities for leading 
contractors.  
 
All the contractors surveyed noted that their development/adoption of new 
technologies resulted in them dealing with a significant number of companies that 
were new to the contractor and that a significant proportion of these were likely to be 
less than 10 years old. The proportion of businesses less than 10 years old in new 
technology areas was suggested by some contractors to be higher than the same 
proportion across all areas of the company’s operation. 
 
Of the four classes of technologies investigated (noted above), most emphasis was 
placed on the impact that information technology has had, and continues to have, on 
the major contractors. Although the leading contractors have strong in-house IT skills, 
respondents stressed opportunities for new firms in meeting rapidly expanding needs.  
 
The following information technologies had been adopted by leading contractors: 
 
 web sites (sometimes with controlled levels of security, to allow restricted access 
to certain classes of information); 
 emailing systems; 
 teleconference media; 
 Computer-Aided-Design (CAD) systems; 
 intra-net systems to manage and transfer company information; 
 planning software (eg. programs for collating, storing and moving data on Design-
Construct projects in order to manage drawings and spreadsheets and keep track 
of amendments, approvals and location); 
 consistent platforms that allow for universal use by diverse players; and 
 file management systems. 
 
One contractor noted that all their suppliers and consultants had to deal with them via 
the internet. This contractor maintained paperless relations with its sub-contractors 
and consultants. For consultants, the change to this system had not been a problem, 
but some suppliers were ‘left behind’. The contractor also noted that their IT adoption 
did not involve them dealing with many new businesses, but it did involve many of 
their suppliers changing their business practices ‘in order to keep up’ and this 
probably meant that many suppliers were forced to deal with new consultants.  
 
The survey also highlighted that IT played a role in both the contractor’s internal 
business operations and in the operation of built facilitates. Hence, contractors 
represent opportunities for new businesses both in term of in-house applications and 
project-based applications.  
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Some contractors noted that as they became involved in a broader range of phases in 
the construction process and sought to manage an increasing array of functions (see 
below), their need for externally-provided IT services grew. 
 
Several contractors noted that in established areas of IT work, they relied on suppliers 
and consultants with which they had established relationships built-up over a long 
period. However, in new areas of IT, new suppliers and consultants were often 
engaged and this group was likely to include many recently emerged businesses. 
 
The second most adopted technology was environmentally-friendly technology. 
Compared to new materials technology and advanced equipment and products, IT and 
environmentally-friendly technology may require less capital investment, allowing 
easier business start-up.12 Indeed, respondents noted that, of these four classes of 
technology, their IT and environmentally-friendly technology needs were particularly 
likely to be met by new companies. 
 
Other specific areas of technological advancement noted by companies included: 
 
 laser levels and receivers on earthworks plants; 
 dynamic conveyor design; 
 global positioning satellite devices for surveying; 
 mining explosives; 
 sound and acoustics; 
 metallurgical compounds;  
 environmental control systems; 
 power generation; 
 plumbing and hydraulic services; 
 locking and security (especially for prisons); 
 recycling;  
 polymer-modified bitumen; and 
 concrete paving. 
 
An hypothesis associated with the survey was that the adoption of new technologies 
would result in contractors dealing with companies with whom they had not dealt 
with in the past. This hypothesis was strongly supported by the results. Another 
hypothesis associated with the survey was that companies less than 10 years old 
would play a significant role in meeting needs associated with the introduction of new 
technologies. This was also supported by the results, although more marginally, as 
there was also a strong trend for new needs to be met by the extension of products and 
services provided by mature companies.  
 
iii: Major Organisational Changes Undertaken by Leading 
Contractors 
 
All the survey respondents indicated that alterations to their business functions 
resulted in them dealing with a significant number of companies with which they had 
no previous contact and that a significant proportion of these companies were likely to 
be less than 10 years old. Again, the latter finding was supported more marginally. 
                                                 
12 This is assuming that a large proportion of environmentally-friendly technology constitutes new 
methods of production. 
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The proportion of businesses new to the contractor associated with organisational 
changes appeared to be similar to the proportion businesses new to the contractor 
across all business functions (not higher, as in the case of new technologies). 
 
The following types of changes to business functions were universally being 
undertaken by leading contractors: 
 
 involvement in a greater number of construction phases; 
 increased use of alliance partnering arrangements (relationship contracting); and 
 increased breadth of in-house expertise. 
 
All respondents agreed that these changes were a response to: 
 
 more demanding customers; 
 reduced government involvement in financing and operating facilities; and 
 bigger and more complex projects. 
 
Contractors were asked if organisational change undertaken by them had involved the 
establishment of new divisions. Six of the eight respondents had established new 
divisions in recent years. The two contractors that had not established new divisions 
had nevertheless expanded the capacity of their existing divisions. The following 
comments on new divisions were received: 
 
 ‘significant organisational re-structuring has been required to provide a broader 
array of services’; 
 ‘we have established two new divisions: oil and gas, and pipelines’; 
 ‘we have two new divisions, one in materials handling technology (we purchased 
a company that manufactured an innovative closed conveyor system) and one in 
mine safety (which involves constructing mine safety barriers and sealing-off 
underground mines)’; 
 ‘we have created two specialist divisions, one to deal with infrastructure Build-
Own-Operate-Transfer (BOOT) projects and the other to deal with multi-
disciplinary projects’; 
 ‘we have established three new divisions in the past 12 months in mining, asset 
management and engineering’; 
 ‘we created an infrastructure division because of a need for more sophisticated 
plants as a result of regulatory change, population growth and environmental 
pressure’; and 
 ‘we have established an environmental services division...which uses lots of 
consultants’. 
 
All respondents volunteered further information regarding organisational changes 
within their companies. Many noted their increased focus on BOOT projects. Such 
work was seen to involve, among other things: a greatly increased range of services 
offered; early influence over the project; greater intellectual challenge; and attention 
to whole-of-life costs. 
 
Indeed, all respondents noted their involvement in an increasing range of 
construction-related services, associated with their involvement in more complex 
projects and more stages of a project’s life. This trend was associated with greater 
emphasis on established partnership alliances and the generation of long-term 
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business relationships with clients. Such relationships were seen by several 
respondents to potentially exclude emerging businesses.  
 
Further, in relation to these trends, several contractors specifically mentioned their 
involvement in financing projects and how they retained in-house expertise to avoid 
using brokerage companies. Contractors noted that their financing activities were very 
unlikely to involve businesses less than 10 years old.  
 
Other organisational changes discussed by individual respondents are reported below. 
 
 One respondent noted his company’s interest in community relations. He felt that 
the community became very interested in construction activity during the 1980s 
and that many contractors were slow to put community relations management 
strategies in place. The respondent felt that as construction projects become more 
complex, they acquire a higher public profile, particularly if they are based in the 
city. During this decade public interest has soared with city re-developments and 
the generation of dust and noise pollution in the middle of populated areas. His 
company is now ‘into management of this issue big time’. The company has 
extensive web pages for every major project it undertakes and the biggest projects 
receive an average of around 25,000 web-hits per month. The company has 
increased its focus on the benefits of its projects and selling these to the 
community. Although many of the skills to achieve this have come from in-house, 
there was also a reasonable reliance on outside skills and a modest number of new 
businesses have been engaged. 
 
 Another respondent noted a steady increase in the amount of outsourced work 
undertaken by his company. 
 
 One company had undertaken a major national re-organisation of its business 
functions over the past eighteen months. It had abolished its regional structure 
(which involved it operating separate business units in each state) and had 
established nation-wide operations. This involved innovative re-negotiation of 
relationships with suppliers, including development of on-going supply 
agreements. 
 
 Another respondent observed that his company had been rapidly increasing its 
emphasis on Design and Construct projects to the extent that such projects 
represented approximately 70 per cent of the company’s work volume at the time 
of the survey. The company was also increasing its emphasis on engineering 
infrastructure projects, with the objective of increasing the volume of such work 
to 50 per cent of total volume. 
 
The nature of the organisational changes discussed above will impact on the nature of 
opportunities available to new businesses. 
 
iv: Factors Shaping Opportunities for Innovative New 
Construction-Related Businesses 
 
The following factors were noted by respondents as shaping opportunities for 
innovative new businesses: 
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 De-regulation and privatisation (for example, de-regulation of power supply has 
meant that leading contractors build power stations and in some cases, new 
businesses operate them - one respondent noted that ‘the single biggest factor 
[shaping opportunities for new businesses] is the change from government 
operation to private sector operation of community services’, such as correctional 
facilities, hospitals, energy supply and so on). 
 
 Emerging markets related to new technologies (for example, the adoption and 
diffusion of digital mobile phones has involved the generation of new construction 
activity, such as reception towers); 
 
 Increasing emphasis on the environmental impacts of construction activities and 
established facilities; 
 
 Cyclical fluctuations in the business cycle which impact on construction demand 
and margins and hence opportunities for new businesses; 
 
 Improved industry/government efforts to benchmark whole-of-life project costs 
which may encourage innovation and increase opportunities for new companies; 
 
 Client risk shedding which encourages new players to enter the industry to assist 
in the management of risk; 
 
 Poor client skills and procurement methods which constrain opportunities for new 
companies due to lack of flexibility and creativity; and 
 
 Restricted access to detailed and accurate market data by potential players which 
constrains the emergence of new businesses. 
 
Individual respondents tended to emphasise different problems and opportunities for 
new businesses. The only factor mentioned by more than one respondent was the 
impact that de-regulation has had on creating opportunities for new firms (which was 
noted by three contractors). 
 
v: Leading Contractors and the Creation of New Businesses 
 
All but one of the leading contractors surveyed could recall former employees starting 
related businesses. The following comments were received: 
 
 ‘I can think of a few examples where people have left to independently provide 
project management services…our company is known for its training programs 
and one small firm has recruited six of our people…however none of our ex-
employees are in direct competition with us, they provide more specialised 
services’; 
 
 ‘some employees have left to set-up consultant project management companies, 
others have set-up development companies…our communication design work 
division was dissolved many years ago and those employees set up their own 
company…we didn’t provide support for that process’; and 
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 ‘yes, I can think of half a dozen, those employees left to establish businesses in 
areas that were not attractive to us, or involved too small a scale for us to be 
involved in, although one builder has become a serious competitor (although not a 
leading player)’. 
 
Respondents were also asked whether their company had taken equity in any new 
businesses set-up in relation to specific projects. Half of the leading contractors 
surveyed had done so. The following comments were received from these contractors: 
 
 ‘we have provided equity on lots of occasions, we use this as a means of providing 
certainty of outcomes…the companies are not publicly listed…we are active in 
mining projects to help prospectors with no skills…and our balance sheet and 
delivery systems are useful’; 
 
 ‘we have small stakes in some mining projects’; 
 
 ‘we have a stake in a company to operate a water treatment plant we built and 
have responsibility to operate for 25 years…setting-up new firms happens a lot in 
infrastructure projects for the operation phase’; and 
 
 ‘this has occurred twice and on both occasions we eventually bought out the other 
shareholders’. 
 
On the basis of this evidence, it seems that leading contractors play relatively 
significant roles in directly and indirectly supporting the creation of new businesses. 
 
Section II: Leading Suppliers 
 
Five leading suppliers were interviewed for this survey: Evans Deakin Industries, 
OTIS Elevators, James Hardie Building Products, CSR Construction Materials and 
Boral Building Products. 
 
i: Involvement With New Businesses 
 
Three of the five respondents felt they dealt with a significant number of businesses 
less than 10 years old, the remaining two respondents felt that their companies dealt 
with very few new businesses. Based on estimates, new businesses represented the 
following proportions of all businesses dealt with by respondents. 
 
Table 4: New Businesses as a Proportion of All Businesses13 
 
Respondent Proportion
Respondent 1 50
Respondent 2 less than 10
Respondent 3 less than 10
Respondent 4 50
Respondent 5 20-30
 
                                                 
13 Excluding trade services. 
 35
These results reveal greater variability than those relating to leading contractors. With 
regard to the two sets of identical proportions shown, it might have been expected that 
each set would have applied to either material and product suppliers, or machinery 
and equipment suppliers, however this was not the case. Widely varying experience 
was reported within each of these two groups. The results may reflect very different 
business practices between players in the same segment, however further research 
would be necessary to confirm this.  
 
One respondent saw little activity in the emergence of new firms except for in 
specialised IT and telecommunications areas. In a similar vein, another respondent 
observed the rapidity with which businesses ‘re-invented themselves’ as their 
circumstances changed. He considered that there were not many people entering the 
industry from other fields, except for ‘at the developer end where people with spare 
cash flow are prone to enter’.  
 
Other contractors noted more intensive new firm activity; one respondent broke down 
the proportions of businesses less than 10 years old they dealt with as follows: 
 
 Consultants: more than 90 per cent; 
 Suppliers: 30 per cent; and 
 Clients: 60 per cent. 
 
With consultants representing a ‘tiny base’ and clients representing a ‘large base’ and 
suppliers falling in between these two extremes. However, these observations should 
be interpreted with caution as many of the perceived ‘new’ companies may be 
established businesses with new names (given the acknowledged volatility of 
businesses in the industry).  
 
Another survey participant considered that new firms constituted a noticeable 
proportion of the distribution sector, particularly in retailing. He also noted a 
significant number of new consultants.  
 
Two respondents felt that the proportion of businesses less than 10 years old they 
dealt with had been rising over recent years, while two respondents felt that the 
proportion had been stable. One respondent felt that the proportion had been falling 
over the same period. This last respondent commented that his company was aiming 
to deal with fewer businesses in order to both reduce administration costs and to have 
greater buying leverage.  
 
Another respondent noted a trend toward established players outside the industry 
entering in order to provide infrastructure-related services that were previously 
undertaken by the public sector. Similarly, it was suggested that because building 
owners are increasingly out-sourcing operation of buildings, suppliers are increasingly 
dealing with facility managers rather than building owners. Facility management was 
considered to be often undertaken by businesses less than 10 years old.  
ii: Technology Development/Adoption by Leading Suppliers 
 
Although several respondents mentioned the crucial importance of new IT 
advancements to their businesses, the emphasis on IT appeared to be less pervasive 
than that revealed in the leading contractor interviews. This may simply reflect the 
interests of the interviewee, or it may suggest a substantial difference in behaviour. If 
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the latter is true, it is not possible to determine from the results whether suppliers are 
ahead of contractors in their adoption of IT (and hence IT is less novel), or whether 
they lag behind. Another possible explanation of the relatively low emphasis is that 
construction companies operate across a broader range of functions and therefore 
have greater need of more sophisticated IT systems.   
 
Other areas of technological advancement noted by respondents included the 
following: 
 
 automated door opening systems; 
 diesel/electric locomotive improvements; 
 rail control systems; 
 heat recovery steam generators; 
 motor control drive systems; 
 computer operated manufacture, assembly and design; 
 factory automation; and 
 new cement additives. 
 
Four of the five suppliers interviewed felt that through their technology development 
and adoption activities they had dealt with companies with which they had no 
previous relationship. However, only two of the respondents felt that many of these 
companies would be less than 10 years old.  
iii: Major Organisational Changes Undertaken by Leading 
Suppliers 
 
The five respondents made the following comments regarding organisational changes 
to their companies’ operations: 
 
 ‘we now provide a broader range of services -  we design, manufacture, install and 
service’; 
 ‘we have been involved in significant take-over activity, acquiring new businesses 
in areas we want to get into’; 
 ‘we have increased our emphasis on services and innovation’; 
 ‘all facets of building maintenance are now undertaken’; 
 ‘we have significantly restructured the business to provide better service, we have 
more focus on customers, that is, a flattened business structure that allows for 
direct communication’; and  
 ‘we have increased our commitment to R&D, which now far exceeds the 
Australian average R&D intensity in construction, also we have sold divisions to 
more narrowly focus our business and we have re-invested the money in 
manufacturing facilities in Australia and off-shore, we are moving from being an 
Australian conglomerate to being a global [supply] company’.  
 
Responses to this section of the survey indicated that while some companies were 
expanding their focus, others were becoming more specialised. Respondents were not 
able to estimate the proportion of businesses they dealt with in association with the 
above changes that were less than 10 years old.  
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iv: Factors Shaping Opportunities for Innovative New 
Construction-Related Businesses 
 
According to respondents, the following factors shape opportunities for new 
innovative construction-related businesses: 
 
 ability to respond to changing customer needs; 
 ability to respond to urban renewal driving change in construction methods; 
 adoption of off-shore technologies; 
 involvement in off-site modulisation techniques; 
 ability to achieve cost reductions; 
 total systems capability; 
 in-house R&D capability; 
 ease of installation of output; 
 speed of delivery of output; 
 ability to minimise power consumption; 
 ability to minimise pollution levels; and 
 macroeconomic factors – if national and/or state economies are doing well, then 
government, as a major client, is better able to fund projects and there is more 
work around, potentially for new businesses. 
 
Individual respondents tended to emphasise different problems and opportunities for 
new businesses. No factor was mentioned by more than one respondent.  
 
v: Leading Suppliers and the Creation of New Businesses 
 
All the suppliers interviewed recalled instances where ex-employees had started their 
own related businesses. One respondent noted that contractual efforts to stop 
employees transferring intellectual property to new businesses were not very 
successful. Ex-employees still left and took their client-base with them. However, 
because the respondent’s company is very large, the phenomenon is not very 
damaging.  
 
One survey participant noted that small businesses started by ex-employees were 
likely to be bought-out or to merge eventually. Another respondent noted that it was 
employees at lower levels that were most likely to start their own businesses (for 
example, concrete batchers).  
 
None of the leading suppliers interviewed had taken equity in any new business set up 
in relation to a specific construction project. However, one supplier had taken equity 
in a previously publicly owned asset, as part of the privatisation of transport systems. 
 
Section III: Leading Consultants 
 
Four leading consultants were briefly interviewed regarding where they saw new 
businesses emerging and their dealings with new businesses. These consultants were 
Rider Hunt, Woods Bagot, Peddle Thorp Walker and Kinhill, which together provide 
engineering, surveying, architectural and other professional services (for example, 
cost management, project management and computer services) to construction 
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contractors and clients. The results below are discussed by consultant, rather than by 
topic, as the interviews were not standardised. 
 
Consultant (1) saw most new companies emerging in specialist areas such as rail 
engineering and environmental services. The respondent felt that there might be a 
trend for leading consultants to be moving away from ‘attempting to be all things for 
all people’. His own company had recently dissolved a division in order to focus more 
on its core areas. The employees in the dissolved division had set up their own 
company. Ex-employees of Consultant (1) frequently set-up their own related 
consultancies. A high proportion of the ‘boutique firms’ (small specialist consultants) 
which the company frequently engaged were likely to be less than 10 years old.  
 
Consultant (2) felt that less than 10 per cent of their sub-consultants and clients would 
be less than 10 years old. The company was primarily interested in more established 
sub-consultants with extensive experience. However, in some newer specialised areas 
Consultant (2) was more inclined to deal with new businesses. Consultant (2) was also 
accustomed to employees occasionally leaving to set-up their own businesses. The 
respondent felt that the areas where most new businesses were to be found were: 
 
 environment-based services, particularly in environmental planning, new forms of 
environmental engineering and remediation of contaminated sites; 
 value engineering (life cycle costing); 
 specialist solar services; 
 energy audits; 
 facade engineering;  
 fire engineering (there are opportunities for new companies in this area because of 
a change from prescribed regulations to performance-based regulations);  
 property development; and 
 benchmarking services (market research).  
 
Consultant (3) observed that there were significant opportunities for new businesses 
as a result of changes to building certification procedures. Planning legislation has 
recently been altered so that building certification can now be undertaken by 
independent building surveyors, whereas once this could only be undertaken by local 
councils. According to this respondent, many local council employees have started 
their own private consultancies. These consultancies advise on the Building Code of 
Australia (BCA) framework for building design and certify buildings. Many clients 
now certify their own buildings by engaging the new consultants. Consultant (3) 
emphasised building surveying and project management as key areas where 
companies less than 10 years old were likely to emerge. Consultant (3) also 
acknowledged that their employees occasionally left the company to start their own 
businesses.   
 
Consultant (4) infrequently engaged sub-consultants. Less than 50 per cent of their 
sub-consultants were considered likely to be less than 10 years old. The respondent 
could not offer a more accurate estimation due to his perception of turmoil in the 
business environment. He suggested that ‘new businesses come and go with extreme 
rapidity, particularly in the fields of architecture, engineering and quantity 
surveying…businesses merge, split and change names too many times to keep track-
of’. However, he did suggest that independent new businesses were particularly likely 
to emerge in relation to BCA certification and that ‘this area of opportunity for new 
businesses did not exist 10 years ago’. He also observed that ‘consultants and builders 
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were more likely to be less than 10 years old than clients’. As with the other 
consultants, Consultant (4) had experienced employees leaving the company to set up 
their own businesses.  
 
Overall, it appeared that the rate of use of sub-consultants varied according to the role 
played by the leading consultant on specific projects. Where a consultant is involved 
in the management of a project, large teams of sub-consultants will be engaged, but 
where the consultant is playing a smaller role, only a few sub-consultants are 
engaged. Not surprisingly, the intensity of involvement with new businesses appeared 
to be positively related to the rate of use of sub-consultants. 
 
Section IV: Key Public Sector Clients 
 
Two public sector clients were briefly interviewed. One was a state government main 
roads department and the other, a state government public works department.  
 
i: Public Sector Client (1) 
 
Of the 43 head contractors pre-qualified to bid for heavy civil construction work on 
the department’s projects (in the state concerned), five (12 per cent) were less than 10 
years old at the time of the interview. The proportion of new head contractors 
engaged had remain relatively stable over recent years, while the proportion of new 
consultants engaged had been rising over the same period.  
 
Although the adoption of new technologies had resulted in the department dealing 
with companies they had not previously engaged, these were often established 
companies.  
 
Areas of technological improvement noted included improved traffic flow systems 
during road work and anti-graffiti paints. 
 
The department had been involved in substantial changes to procurement practices. 
One of these changes had involved the department increasing its outsourcing of 
supervision and design functions, which had sometimes been undertaken by new 
businesses. Another change had been an attempt to more fully consider innovative 
tender proposals. However, although innovative tenders were reviewed, they were not 
encouraged. Furthermore, emphasis appeared to remain on players with long track 
records.  
 
In keeping with results from other types of players, the department had lost a 
‘noticeable’ number of employees to private consultancies.  
 
ii: Public Sector Client (2) 
 
Five to 10 per cent of the businesses engaged by the department at the time of the 
survey were likely to be under 10 years old. This proportion had been rising over 
recent years, particularly in project management, IT, specialised consulting, legal 
services, alternative dispute resolution (ADR) services and infrastructure-type 
services associated with long-term contracts.  
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The department had difficulty finding companies with IT systems in place across the 
full range of their services. This was seen to be a potential opportunity for new 
players that maintained more comprehensive IT systems.  
 
The department had undergone significant restructuring since 1992 and now offers a 
broader range of services. It currently sees itself as a vehicle of change across 
construction agencies and the industry. This role could see it having significant 
involvement with new players, although there was little evidence of this being a major 
trend. Indeed, the department’s exposure to new businesses appeared to be limited by 
the way it selected service providers. If a previous provider has met the department’s 
standards, it often becomes a recurrent provider, limiting opportunities for new 
businesses.  
 
A number of the department’s employees had left over recent years to start new 
businesses in professional areas, such as quantity surveying and project management. 
 
Although both these public sector clients had instituted major changes to procurement 
practices, which were thought to promote opportunities for new businesses, the 
procedures appeared to continue to value the reliability of established companies to 
the extent that it was difficult to see opportunities for new businesses. 
 
Section V: Research Organisations 
 
Two state divisions of CSIRO’s Division of Building, Construction and Engineering 
were asked to comment on their involvement with new businesses.  
 
One of the CSIRO respondents estimated that less than 10 per cent of income earned 
across the division in that state was derived from businesses less than 10 years old. 
The division had licenced and sold intellectual property and technology to new 
businesses over recent years principally in the area of material manufacturing, 
incorporating composites and adhesives.  
 
The respondent was able to recall several employees leaving  in recent years to start 
independent businesses. A couple of these ventures were given some limited support 
by CSIRO.  
 
The other CSIRO respondent, representing the division’s activities in a different state, 
estimated that the value of R&D services provided to new businesses would only 
represent 2 per cent of their total R&D income. When testing services were also taken 
into consideration, this proportion approached 10 per cent.  
 
Again, the respondent could recall employees leaving to start new businesses with the 
support of CSIRO. 
 
These CSIRO interviews indicate that new businesses fund a very small proportion of 
research and testing activities in the Division of Building, Construction and 
Engineering. 
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Part IV: Innovative New Businesses in 
the Building and Construction Product 
System 
 
This section is based on a survey of 30 innovative new businesses operating in the 
building and construction product system. The businesses do not represent a random 
sample, but were selected primarily as a result of referrals received through the 
‘leading players’ interviews. The survey was restricted to innovative businesses that 
were ten years old or less.  
 
The survey focused on innovative new businesses because of their role in promoting 
economic growth (see previous discussion). The survey sought to determine: 
 
 how and why they emerge; 
 their marketing strategies and market presence; 
 the factors supporting growth;  
 the nature of innovation and networking activities; 
 the factors constraining growth; and 
 advice businesses would offer new entrants. 
 
The emphasis on innovation and networking is justified by the importance of these 
activities as discussed in Projects One and Two of this series. 
 
Section I: Background 
 
All the businesses surveyed were private companies, with eight being operated by 
sole owners14. Three businesses had some degree of foreign ownership of shares, one 
at 50 per cent, one less than 50 per cent and one greater than 50 per cent. 
 
The sample included business drawn from a range of states, as shown below. 
 
Figure 9: Location of Respondent Businesses, by Number of Businesses 
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14 This included husband/wife teams. 
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The sample was clearly dominated by businesses from New South Wales and 
Queensland. The range of activities undertaken by businesses included in the sample 
is shown below. 
 
Table 5: Activities of Businesses15 
 
Activity Number of 
Businesses 
Consultants 17 
Engineering Services 4 
Information Technology 3 
Project Management 2 
Facilities Management 2 
Other Consultants 6 
 
Suppliers 
  
8 
Machinery/Equipment Supplier 5 
Material/Product Supplier 3 
 
Construction Contractors                  
 
5 
Commercial Building Contractor 4 
Civil Contractor 1 
 
Total 
 
30 
 
This distribution cannot be taken to represent the intensity of new businesses activity 
in different areas, as the sample was not randomly drawn and because it is so small. 
Part II gave an indication of new business activity across industries based on ABS 
data. 
 
The ‘other’ category in the consultant’s section included one business in each of the 
following areas: 
 
 Architectural Services; 
 Surveying Services; 
 Environment-related Services; 
 Economic Analysis; 
 Property Asset Management; and 
 Professional Services (advising on opportunities arising from de-regulation). 
 
The principal products and services provided by respondents were as shown below: 
 
Products 
 
 small lifts for disabled people 
 home automation controller (for energy usage) 
 fabricated sheetmetal mainly for industrial airconditioners 
 geothermal heating and cooling systems 
                                                 
15 The table reflects the main area of activity of the businesses; however many businesses were 
operating across a range of activities.  
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 industrial fibreglass products 
 power electronics  
 a 3rd party application built on top of AutoCAD 
 estimating and costing software for plumbing systems 
 paper-based ‘void former’ for creating space below building slabs to allow for soil 
expansion and contraction 
 computerised roll-forming equipment that produces steel wall frames and roof 
trusses 
 
Services 
 
 traffic engineering planning 
 geotechnical investigations for major civil and mining projects 
 energy consulting and building design services 
 advice on how to take advantage of de-regulation 
 electronic systems engineering: planning, manufacture and construction for 
technology based infrastructure 
 client representation 
 problem solving via a suite of assessment and analysis tools 
 developing public/private partnerships to operate water and waste-water 
infrastructure 
 turn-key projects for the building industry and on-going management of facilities 
 the development and management of client property assets 
 providing economic policy analysis to: 1) the retail development industry 2) 
government policy making 3) overseas development projects (feasibility studies 
for large scale infrastructure) 
 architectural and interior design services 
 electrical engineering in high-tech areas such as communication systems and 
lighting systems 
 cadastral reinstatement (re-defining land boundaries with more accurate 
instruments) 
 design of sewer systems for whole towns using GIS (Geographical Information 
System) to generate a map base and developing specialised software 
 
Construction Contractors 
 
 commercial building under $6m 
 commercial and civil work mainly for government (at all levels) 
 commercial building, through to the coordination of services 
 road and bridge construction work 
 
Clearly respondents provided a diverse range of outputs. The age distribution of the 
businesses surveyed is shown below. 
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Figure 10: Age Distribution of Businesses, by Years 
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Nineteen respondent businesses (nearly two-thirds) were less than five years old. The 
table below shows the employment size of the businesses. 
 
Figure 11: Employment Size of Businesses, by Number of Full-Time 
Employees 
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Two-thirds of respondents had 15 or fewer employees; three-quarters had 35 or fewer 
employees. Only eight respondents had less than five employees. In many instances, 
the permanent workforce of the business seemed to reflect minimum requirements, 
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with sub-contractors and consultants being employed for non-core functions and to 
meet variations in demand. 
 
Five businesses had 50 or more employees; these businesses were five years old or 
more, except for one younger business which was a subsidiary of a leading player. 
 
In some cases, employment figures were relatively high because the business had 
been formed by taking over an existing business. 
 
Section II: Emergence 
 
Details concerning the founding of the surveyed businesses are summarised below. 
 
Table 6: Background of Founder(s) 
 
Background of Founder Number of 
Businesses
Founder came from a larger company 18
Founder was an independent entrepreneur 8
Founder was the parent organisation (new business is a subsidiary) 3
Founder came from public service 1
Total Businesses 30
 
The results strongly point to the role of larger companies in providing founders for 
new businesses, with 60 per cent of businesses being formed this way. In several 
instances, the larger companies from which the founders came provided a market for 
the new business.  
 
Twenty-five of the 30 businesses (83 per cent) were managed by the founder(s) of the 
business. This reflects the very small size of most of the businesses surveyed. Three 
of the other five businesses were the three subsidiaries in the sample, which, for the 
purposes of the survey, were not considered to be operated by the founder of the 
business. 
 
In four instances, the new business was created by taking-over an existing business. In 
three instances, the founder of the new business was from outside the construction 
industry. The areas from which these founders came where IT, industrial chemicals 
and manufacturing of security electronics. 
 
The factors driving formation of the surveyed businesses are summarised in Table 7 
below. The main factors nominated by respondents were ‘to exploit a new 
technology’, ‘to offer a new way of doing business’ and ‘personal factors’; each 
category was nominated by slightly less than one third of respondents. Four of the 
nine respondents nominating ‘to exploit a new technology’ were dealing with 
information technologies. ‘A new way of doing business’ was often nominated by 
respondents who were disenchanted with the way things were done by their previous 
employer and/or wanted to meet increasingly sophisticated client demands. 
 
Of the two respondents who set up new businesses ‘to exploit existing markets’, one 
was building on an existing business and the other had set up a new company in a 
different state in order to better serve the existing client base in that state. 
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Table 7: Key Factors Underlying Formation of Businesses 
 
Factors Driving Formation of the New Business Number of 
Businesses 
To exploit a new technology 9 
IT 4 
Advanced equipment and products 2 
Technology with direct environmental benefits 2 
New materials 1 
To offer a new way of doing business 9 
To develop a new market opportunity 4 
To exploit existing markets 2 
To exploit regulatory change 1 
Personal factors 9 
 
‘Personal factors’ underlying the formation of businesses included the following: 
 
 ‘retired’; 
 ‘lost my previous job when the company went broke’; 
 ‘relocated from another state’; 
 ‘wanted to get out of a big organisation’; 
 ‘wanted to work independently’;  
 ‘did not get along with my old boss’; and 
 ‘wanted a change’. 
 
Respondents nominating ‘new market opportunity’ as the key factor underlying 
formation of their business were often involved in packaging a broader range of 
services in order to offer ‘total solutions’ to clients.  
 
 
Section III: Markets 
 
The methods used by respondents to enter their main markets are reported in Table 8 
below. Twenty-two of the 28 respondents commenting on this issue (78 per cent) 
nominated various forms of networking as important in establishing a market 
presence. Only four respondents mentioned marketing. Another four mentioned 
‘responding to tenders’ as a way of accessing markets (these were four of the five 
construction contractors). Two respondents mentioned the role of government 
agencies in providing referrals.  
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Table 8: Methods Used by Respondents to Enter Main Markets, 
Respondent Comments 
  
 we export most of our output and we have used the internet, this is the only way to get 
overseas inquiries 
 we did not have any useful linkages, we have used advertising and direct marketing 
 the organisation I came from became our major customer initially 
 we did 3 years of market research and saw the need for the technology, we also did a lot 
of networking 
 my ex-employer did not provide a high quality product in a timely fashion and one of his 
key customers agreed to go with me if I set up on my own; my business now has a ‘sister 
partner’ relationship with this customer 
 our business was built on the back of an established innovative technical services 
company, we just changed the orientation – the major players in the industry knew us, we 
had a reputation to build on 
 through government assistance – the government introduced our technology to key 
players in the industry 
 ‘word of mouth’, previous work associations and a government program that provided 
referrals 
 through existing linkages with key players in the industry 
 we are well known in the industry, although the business is not very old, key people in the 
business have extensive personal reputations 
 through the relationships I have built up over many years with key players and my former 
employment at one of the major construction companies in the country 
 through personal history, contacts from previous career paths and relationships with 
previous clients 
 through formal linkages, access to clients of our parent company and through networks 
 we pre-qualified for government construction work, we also visited lots of architects and 
relied on networking, recently we appointed a full-time market development manager 
(this was someone we knew otherwise it would have been hard to find a suitably skilled 
person) 
 perseverance, pre-qualification for government building work and responding to 
government advertised jobs, trail and error 
 we are a subsidiary of a leading construction company and this provides us with extensive 
linkages in the industry 
 our parent company has a very strong presence in the construction industry 
 through people we already knew, word of mouth and marketing 
 approaching local design offices using contacts within the industry 
 through previous contacts 
 we have lots of experience between us, we have relied on existing relationships and 
contacts within the construction industry, we get good referrals 
 talking to people and developing new relationships, and a growing reputation for good 
performance 
 we sought pre-selection for government work and now we tender out of the newspaper 
 through established contacts with companies and responding to tenders 
 through links established through a previous business 
 we purchased a practice that had existing clients and we extended that client base 
 previous contacts 
 I am well known in my field and have a good reputation 
 
Two of the 30 survey respondents had not commenced to market their output. Of the 
28 that were active in markets, 19 operated in several states of Australia, while 9 
operated only in one state. Nine of the business surveyed were servicing export 
markets, as detailed below. 
 
 48
Figure 12: Percentage of Revenue Derived from Export Markets, 
Exporting Respondents 
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More than half of exporting respondents were exporting only five per cent of their 
output. Two respondents exported more than half of their output. Six respondents (not 
shown above) were planning to export in the near future, one noted the value of 
government assistance in this regard. Half of respondents were either exporting or 
planning to export in the near future. 
 
The extent of respondent reliance on their three largest customers is shown below. 
 
Figure 13: Percentage of Revenue Derived from Largest Three 
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The percentage of revenue derived from the largest three customers of each business 
ranged from 95 per cent to 1 per cent. The most frequently cited percentages were 50 
and 30. Nearly half of the 28 respondents active in markets derived 60 per cent or 
more of their revenue from their largest three customers. Those businesses with strong 
reliance on their largest three customers are more vulnerable to loss of income than 
other businesses. Focussing on the most vulnerable players, say those with 90 per cent 
or more of their sales with their three largest customers, four of the five in this 
category were 3 years old or less. 
 
Nine respondents included at least one leading construction contractor amongst their 
largest three customers. Hence, slightly less than one third of respondents (to this part 
of the survey) had relationships with central players in the building and construction 
product system.  
 
Section IV: Growth 
 
The growth rates of the surveyed businesses are shown below. 
 
Figure 14: Average Annual Percentage Growth Rates of Businesses (on 
Turnover over the Past Three Years) 
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The average of these growth rates across the 26 businesses was 53 per cent. Thirty-
eight per cent of businesses had a growth rate of 75 per cent or more. Growth rates 
tended to be influenced by age of business (the younger the business, the higher the 
growth rate), size of business (the smaller the business, the higher the growth rate) 
and expenditure on R&D (the larger the R&D program in early years, the lower the 
growth rate). 
 
The benefits of networking (as well as innovation) were underscored in an open-
ended question about the critical factors underpinning the growth of businesses. The 
factors nominated by respondents are listed in Table 9.  
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Table 9: Critical Factors Underpinning Growth, Respondent Comments 
 
 dynamic marketing, in-house technological development and an insightful importing strategy 
 the rate of being able to make profits and re-invest them (which is limited by the size of the 
company), together with internal staff training programs and success in spreading work across 
more clients (to reduce vulnerability) 
 a quality product delivered on time, favourable macroeconomic conditions, good quality staff 
(an army of bright young people) and good human relations (a flat organisational structure) 
 the right strategic partners and a world class product 
 quality, service, honesty, timeliness and having extensive linkages with the right people 
 economic conditions have been favourable (there has been an increase in civil construction 
activity in South East Queensland); also we have relied heavily on our good relationships with 
other players 
 acceptance of our technology by major players 
 involvement with the Sustainable Energy Development Authority (NSW Government), they 
run the Energy Smart Business Program which has been critical (we were introduced to 
potential customers and provided with financial backing); also we have high-tech office 
systems (and many of our competitors do not) and this makes it easier for leading players to 
interact with us 
 a cheaper and better quality product, and a dependable and innovative bunch of technologies 
help us to stay ahead in niche markets 
 the extensive support of a key player who is a world leader in the field 
 the ease with which I was able to access customers, which was a result of my extensive 
experience in the industry and the relationships I had built up – particularly with my ex-
employer which is a major construction company 
 our high calibre staff and the dynamism which results from employee ownership (60 per cent 
of our 70 employees own shares in the company) – these things result in a high quality service 
 contacts with leading players 
 quality staff and favourable economic conditions 
 we are a young growing business and this enables high growth rates, also we have maximised 
our potential through innovative management systems 
 the impact of competition policy and microeconomic reforms which have created more 
opportunities involving the private sector in the delivery of large projects 
 the trend towards outsourcing of non-core functions by government and private clients 
 client satisfaction 
 my mix of skills, I have a dual degree in architecture and computer science, also my contacts 
in the software industry 
 extensive networking 
 relationships and service and quality 
 deeply understanding client needs, attention to whole-of-life costs – this has resulted in a 
reputation for superior performance and resulted in repeat business and referrals 
 maintaining control of the business and maintaining a small, high quality workforce 
 a very large-scale project, a regular client base and developing innovative applications for 
existing technologies 
 a multidisciplinary combination of experts 
 we do it better and spend a lot on R&D to keep ahead 
 expertise, enthusiasm, innovativeness and expert management of growth by skilled 
accountants 
 our mix of surveying and engineering skills, our good relationships with clients and our 
extensive R&D program 
 the identification of a need for an improved product 
 
Examination of these comments for common factors resulted in the following 
summary. 
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Table 10: Key Growth Factors Nominated by Respondents 
 
Growth Factor Number of Respondents  
Networking 9 
Innovation 9 
Skilled staff 6 
Quality product or service 6 
Marketing 4 
Economic conditions 3 
Multidisciplinary skills 3 
Service 3 
Cost 2 
 
Nearly one-third of respondents nominated networking as critical to the growth of 
their business. Similarly, nearly one-third nominated innovation as critical to growth. 
There was also a relatively strong emphasis on the importance of skilled staff and on 
the quality of output. 
 
Respondents were also asked to comment on the new opportunities they perceived for 
their businesses over the next few years. Results are shown in Table 11. Examination 
of these comments for common themes resulted in the following summary.  
 
Table 12: New Opportunities, Main Themes in Respondent Comments, 
by Number of Respondents 
 
New Opportunity Related To: Number of Respondents 
Innovation 11
Exporting 6
Privatisation trends/de-regulation 3
Environmental pressures 3
Networking 2
 
Over one-third of the 30 respondents noted business opportunities likely to arise from 
innovation activities. Hence, innovation was seen as both a key source of past growth 
and a key opportunity underpinning future growth. Six respondents had plans to enter 
export markets. 
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Table 11: New Opportunities, Respondent Comments 
 
 off-shore licensing agreements so that companies globally can manufacture our new lift 
design 
 increasing pressures to use energy more efficiently arising from the Greenhouse Effect will 
focus attention on the role of energy management in the home and our timing devices will 
allow for demand management to spread the energy load and reduce costs 
 at the moment demand exceeds the availability of good quality services, in the future we will 
have sufficient resources to expand and meet more of that demand, in conditions where the 
competitive environment is not fierce because not many engineers have the appropriate skills 
and most don’t like this ‘softer-side’ anyway (traffic engineering planning) 
 our customers will come through ‘word of mouth’ and the benefits of our good reputation will 
be more fully reaped 
 we will diversify our activities and sell our services off-shore, particularly in the Pacific 
Region 
 we expect the government will actively campaign energy efficiency to overcome greenhouse 
problems 
 the proposed carbon trading legislation and the trading of emissions credits internationally 
through the Futures Exchange will create more work in the energy consulting field 
 we will be exploring the potential to find innovative products in the US and Europe and bring 
them to Australia 
 we will reap the benefits of our R&D work 
 to broaden my client base 
 restructuring of, and continued outsourcing by, Australian government agencies; sustained 
growth in the telecommunications sector; and internationally, privatisation and improved 
contestability of civil aviation infrastructure 
 to increase our involvement in the infrastructure area 
 off-shore expansion of our activities 
 to do more commercial joint-venture/funding type work as demand increases with clients 
trying to build premises in order to avoid rent increases they fear may be associated with a 
GST 
 opportunities are related to our new ‘steel portal frames’ product, which we expect to do well 
as the depletion of timber resources continues and timber becomes more expensive 
 as a facilities manager of very large infrastructure projects we have very few customers, 
however there is currently an opportunity to put in a bid on an appropriate project in Canberra 
 the ongoing trend towards outsourcing of non-core functions by clients and opportunities for 
the private sector in facilities management 
 we will be broadening our range of services 
 we see an opportunity to introduce a needed information technology  
 just continued organic growth 
 to develop new relationships 
 to exploit the changing nature of construction companies; to keep abreast of related trends; to 
move into finance; and to ‘invite clients in more’ so we can understand one another better and 
develop shared expectations 
 we will bring in 2 young workers – an engineer and a foreman – and train them ourselves 
 to exploit existing needs, to demonstrate to a wider audience and to continue to innovate 
 developing new products in Australia and also expanding overseas, to Canada, the UK and the 
US, but not Asia because they would pirate our software and also the business structure is 
different in Asia, there are not so many SMEs to sell our software to 
 we plan to export to North America 
 regulatory change and tapping into overseas markets via the internet 
 to capitalise on our R&D expenditures: SE Asia will be in a phase of peak re-development in 
the next couple of years and our R&D programs for IT for sewer systems will be yielding 
most benefit by that time 
 to get more customers 
 to change industry practice so that my technology is adopted 
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Section V: Innovation 
 
The table below reports on responses to the question: ‘Does your business sell, or is 
your business preparing to sell, any new or significantly improved products or 
services?’. 
 
Table 13: Innovation Behaviour 
 
Innovation Type  Number of Businesses
New or Significantly Improved Service 16
New or Significantly Improved Product 10
New or Significantly Improved Service and Product 2
Total 28
 
Twenty-six respondents were selling, or planning to sell, new or significantly 
improved products or services. The emphasis on service innovation shown in the table 
reflects the dominance of consultants in the sample. Only two firms were focused on 
both product and service innovation. Two respondents did not answer ‘yes’ to this 
question, but were included in the survey because they answered ‘yes’ to other 
innovation-related questions.  
 
The survey also asked about the role of new ideas in the business; results are shown 
below.  
 
Table 14: Products, Services and Processes Based on New Ideas16 
 
New Idea Related To:  Number of 
Businesses 
Principal Product or Service 13 
Other Products or Services 10 
Business Processes 12 
 
The principal products or services of nearly half of all respondents were based on new 
ideas. Similarly large numbers of respondents also relied on new ideas for non-core 
products and services, and business practices. Overall, 23 respondents (77 per cent) 
sold products or services based on new ideas. The main new ideas of respondents and 
the origins of those ideas are listed in below. 
                                                 
16 Information about new ideas related to products, services and processes not yet fully marketed or 
adopted, in addition to those currently marketed or in use. 
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Table 15: Description and Origin of the Main Idea, Respondent 
Comments 
 
Idea Description Idea Origin 
 
 uniquely packaged energy consulting 
services 
 problems of global warming 
 uniquely packaged event planning 
services (eg. Olympic Games, Grand 
Prix) 
 we had experience in a specialised 
market (special events) and the 
Victorian government is trying to 
attract more special events 
 unique software for managing energy 
use in homes 
 market research: we saw a ‘half-
right’ product in the US which 
triggered our innovation 
 a new lift design which conserves space  the need to conserve the space 
required by lifting equipment - our 
innovation has no motor room or 
deep pit for cables 
 more efficient methods of organising 
sheetmetal fabrication processes 
 I observed the fabrication operation 
at my old employers and could see 
ways in which to improve efficiency 
and quality 
 an improved method of predicting 
settlement of soils under load 
 an employee came to us with an idea 
to do a masters degree 
 adaption of US ideas regarding 
geothermal airconditioning 
 I saw similar US ideas, I extended 
them and applied them here 
 new materials technology in fibreglass 
industrial products 
 we have a fertile ‘think-tank’ within 
the business and we saw a market 
opportunity where needs were not 
being fulfilled 
 power electronics  there was a market niche where needs 
where not being fulfilled 
 development of innovative 
performance-based briefs for Design 
and Construct contractors 
 client need 
 ICT technology in airport terminals  brainstorming in organisation 
 distressed project resolution: services 
packaged in conjunction with those 
provided by a major legal firm 
 high legal costs 
 innovative packaging of asset 
management services 
 working in the US – there are no 
rules there, it’s a free market, making 
it easier to meet client needs 
 sophisticated packaging of construction 
services on smaller projects, 
particularly innovative finance 
packages reaping tax advantages via 
lease-back arrangements 
 observing the innovative packaging 
of construction services on bigger 
projects and then applying the ideas 
to smaller projects 
 the application of steel portal frames to 
the housing market using new 
construction methods 
 our company is involved in both 
building and steel fabricating and this 
idea may keep our steel shop busy 
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Table 15 (Continued): Description and Origin of the Main Idea, 
Respondent Comments 
 
Idea Description Idea Origin 
 
 our approach to the technical design of 
projects  
 the trend towards privatisation of 
public assets and functions and the 
needs of the market in this respect 
 the delivery of technical building 
services 
 the trend towards total outsourcing of 
non-core functions by public and 
private clients 
 an automated documentation system, 
these currently exist on larger 
computer systems, but we have 
developed a system for PCs, also our 
system is more generic and therefore 
more flexible than established systems 
 the scope for improvement of 
automated documentation systems, 
especially to exploit opportunities in 
the PC market, in part by making this 
type of technology more user-friendly 
 creating more trust and collaboration 
in the building process, an in-depth 
understanding of client needs (asking 
‘why do they do the things they do’) 
 observation of building industry 
problems 
 the design of a light-show at a special 
event 
 we knew how to apply our skills in an 
innovative way in order to exploit 
existing technologies and develop 
applications beyond what the 
technology was designed for 
 an improved water-flow software 
program for plumbing systems and a 
‘plumb-rate’ electronic library  
 I was a plumber and I have linked up 
with a good software person, together 
we saw opportunities for improving 
water flow systems 
 improving the efficiency of steel 
framing systems 
 opportunities provided by the high 
cost of timber housing 
 innovative delivery of surveying 
services 
 our expectation that government may 
change legislation in ways that we are 
preparing to exploit 
 integration of GIS (Geographical 
Information System) with engineering 
design to develop improved sewer 
systems 
 the potential of the technology, my 
background in surveying and my 
contacts with engineers led to the 
development of our new IT system 
 the adaption of software programs to 
meet internal needs 
 we are based in a remote location, so 
to minimise driving times and we 
weren’t afraid to develop new 
computer systems because we are 
young and therefore computer literate 
 the use of paper rather than sand in the 
design of ‘void formers’ (that create 
space under building slabs) 
 I realised there was a need for a ‘void 
former’ that allowed more swelling 
space for soil below slabs and then I 
ran across a manufacturer of 
packaging products who had the 
equipment to do what I wanted 
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It is difficult to find common themes underlying the origins of new ideas employed by 
businesses. Analysing the results on the basis of whether the idea origin reflects 
primarily ‘supply/technology-push’ factors or ‘market-pull’ factors had limited 
success due to the absence of sufficient detail on which to judge. However, it appears 
that push/pull factors were evenly spread across respondents.  
 
Note that three of the factors underlying new ideas involved observation of trends in 
the US.  
 
The extent of ‘newness’ of the idea was also gauged. 
 
Figure 15: Extent of ‘Newness’ of the Main New Idea Employed by 
Respondents, by Number of Businesses 
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These data indicate that the new ideas employed by respondents were largely very 
novel, with two thirds of respondents employing ideas that were new to the building 
and construction product system either nationally or globally. The significance of the 
new ideas appeared to vary greatly. An indication of the importance of new ideas was 
gained through another question which asked if any of the respondents’ products or 
services were radically different from those offered elsewhere. Half of the surveyed 
businesses claimed to be offering radically different products or services. 
 
Respondent involvement in R&D activity was pervasive. Twenty-three of the 30 
respondents surveyed invested in R&D. Equal use was made of patents and 
trademarks to protect intellectual property, with each method being nominated by 4 
respondents.  
 
Many businesses viewed IP protection as problematic, claiming that the disclosure 
associated with patents simply hastens the circumvention of property rights. Further, 
it seemed that for many small businesses the high costs associated with legal 
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enforcement of patent rights reduced the value of patents. The following comments 
concerning the use of patents were received: 
 
 ‘I run faster than the guy behind me’; 
 ‘legal methods are not a good way of protecting IP - patents etc. are expensive to 
enforce and in any case you just end up giving away your ideas, we spend a heap 
on R&D, but we don’t rely on patents to protect our inventions’; and 
 ‘you just end up giving your ideas away faster, people would copy us either way, 
we just keep ahead, advancing all the time, our competitors are always a year 
behind’. 
 
Section VI: Networking 
 
Twenty-seven of the 30 survey respondents indicated that relationships with other 
players in the industry had helped to get the their business established. The types of 
assistance provided by these relationships are shown below.  
 
Figure 16: Assistance Provided by Existing Relationships, by Number of 
Businesses 
 
0
5
10
15
20
25
30
Markets Market
Information
Technical
Support
Skills
 
Twenty-six businesses (87 per cent) gained direct access to markets through their 
existing relationships within the industry. Sixteen businesses (53 per cent) gained 
market information via their existing relationships. Figure 18 breaks down the types 
of  networking activities undertaken by respondents. 
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Figure 17: Networking Activities Significantly Assisting Businesses, by Number of Businesses 
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Twenty-five businesses (83 per cent) were significantly assisted by personal informal 
contact with leading players in the building and construction product system. Nearly 
half of the businesses surveyed were significantly assisted by membership of an 
industry association, while one-third found membership of a working party or steering 
committee of significant value. Relationships with universities were important for 
slightly more than one-third of businesses.  
 
Respondents tended to use working parties and steering committees as a way of: 
 
 gathering market intelligence – often obtaining early notice of changes in 
regulations (for example, to performance based criteria, or in terms of stricter pre-
qualification arrangements for government construction work); and/or 
 encouraging the development or privatisation of government projects. 
 
Section VII: Constraints 
 
The factors shown in Figure 19 constrained the growth of surveyed businesses. Just 
over half of respondents noted ‘shortages of skilled staff’ as a problem for their 
business, while over one-third had finance difficulties. Of the nine responses falling 
into the ‘other’ category, five involved difficulties with government functions - three 
with government as a client and two with government as a provider of businesses 
assistance. These responses are listed below: 
 
 ‘the spending patterns of government clients are unhelpful: we have seen a rapid 
increase in mega-projects over the last few years in Qld and an associated 
disappearance of smaller projects (even when the contracts for mega projects are 
split, they remain too big for us)’; 
 ‘the vagaries of the political system create an unstable environment because of 
conflicting attitudes to the privatisation of public assets and functions’; 
 ‘pre-selection is very time consuming, it can take up to one year to be eligible for 
government work’; 
 ‘government programs are not geared to help small companies, we were totally 
frustrated in our dealings with the government – they keep wanting to know the 
level of our profits, but of course we have low profits because we sink all our 
spare cash into R&D’; and  
 ‘I have received no government assistance, they don’t seem to understand that our 
profitability is affected by our high R&D costs’. 
 
Comments made by respondents during the interviews seemed to suggest that those 
businesses which were most involved in R&D were most likely to have problems with 
government programs.  
 
In the ‘other’ category, another two respondents noted ‘time shortages’ as a factor 
constraining business growth. The remaining two responses falling into the ‘other’ 
category were: 
 
 ‘the difficulties associated with becoming a ‘preferred builder’ for franchises such 
as Woolworths or BP Service Stations’; and  
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 ‘we have a long track record in the industry working for other companies, but 
potential clients don’t seem to take that into account when you start-up your own 
company’. 
 
Still referring to Figure 19, it appears that ‘exclusion from established groupings of 
businesses’ (eg alliance partnering) was not a major problem for newer, smaller 
businesses because the construction market is quite segmented. Newer firms don’t bid 
on mega projects, where alliance partnering is most common. Mega projects are too 
risky for smaller players and builders’ licence conditions would preclude their 
participation in any event (for example, builders must maintain certain asset/debt 
ratios). 
 
The importance of a track record was also less of a problem than might have been 
expected. Many respondent businesses were operating in new fields (niche markets) 
where there were very few established players (with longer track records) serving the 
market. 
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Figure 18: Factors that have Constrained Business Growth, by Number of Businesses 
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Section VIII: Advice 
 
Finally, respondents were asked to comment on advice they would offer similar new 
businesses attempting to enter the industry. Respondent comments are reported below.  
 
Table 16: Advice to Emerging Businesses, Respondent Comments 
 
 be innovative and develop the dream positively; look beyond the way things are currently 
done (including in marketing arrangements) 
 it’s better to own assets than to have high lease costs that can hurt in a recession; you need to 
maintain a flexible structure to allow quick response to market changes; use contract staff in 
non-core areas eg. corporate services 
 make sure you have adequate finance 
 be up-front and honest, and employ appropriate staff 
 have a network of contacts and good relationships – it’s a relationship business 
 have strong, secure financial backing from start-up 
 don’t lease equipment or get into debt; access government assistance programs; try to get 
invoices paid in 14 days, use electronic financial transfers 
 you must be innovative, focus on R&D related to short to medium term market opportunities 
 key personnel should have significant experience in the field you are entering 
 think laterally 
 you must have a high degree of focus and the right marketing, financing and people 
 pay attention to training and skill development 
 make change your friend 
 you need plenty of capital 
 you’d only do it if you love it, you wouldn’t do it for the money [from a builder] and you 
would need to do plenty of market research and choose a niche market – don’t go for the 
broad-based approach 
 you would need to aggressively work on government decision makers in order to create work 
in the area of developing and managing public assets, but it’s not a market that would attract 
new firms, it is already saturated with major players taking on smaller projects just to 
maintain their cash flow 
 the industry is saturated, margins are low; there are not any new entrants, only new exits! 
 concentrate of providing 1st class service while keeping an eye on your own bottom line 
 don’t attempt to enter as a part-time player, make sure you have sufficient financial backing  
 don’t bite off too much, build up slowly 
 you will need extensive and robust relationships with key players 
 focus on staff, train them with regard to marketing and account management skills as much as 
in building skills 
 you must have experience in the industry and have good business management skills  
 nurture existing relationships 
 have a business plan that will appeal to government (the government makes this difficult) and 
so you will know who your market is and the cost of the technologies 
 do your homework, find a niche and cater to it; keep in mind that Australia is not the centre of 
the universe (domestically we have prohibitive tax laws and a small population) and work on 
understanding your export markets, have outlets in several countries, keep up a personal 
presence in those countries; spend carefully on R&D; and don’t rely on government programs 
because these are badly run 
 don’t undercut existing players, charge in accordance with the industry association’s fee 
structure, otherwise you and others will not be able to maintain sustainable margins in the 
surveying industry 
 find a niche market, don’t be too ambitious, don’t try to be too broad 
 check your eligibility for government assistance early on as you are likely to get a rude shock 
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Examination of these comments for key themes resulted in the following summary. 
 
Table 17: Advice to Emerging Businesses, Main Themes in Respondent 
Comments 
 
Advice Relating to: Number of Respondents  
Finances 13 
Marketing 7 
Staff 5 
Government 4 
Networking 3 
Innovation 3 
Narrow margins 3 
Breadth of activities 2 
 
Nearly half of respondents warned that new business founders should not over extend 
themselves financially, with two respondents noting that leasing costs can be 
crippling, particularly if economic conditions worsen and the business has inflexible 
leasing arrangements. Nearly one-quarter of respondents advised emerging businesses 
to undertake careful market research. Five respondents emphasised the importance of 
skilled staff to successful business start-up. Three respondents noted that government 
programs or policies could be a problem for new businesses, while one respondent 
enthusiastically encouraged prospective new businesses to access government 
programs. Three respondents noted each of the following individual factors: the 
importance of networking; the benefits of innovation; and the very poor margins 
available in the industry (indeed, many more respondents initially offered the advice, 
‘don’t bother entering this industry!’, before deciding on more positive advice). 
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Conclusions 
 
The literature presented in Part One of this report suggested that new firms are likely 
to be innovative and grow faster than older firms. The literature also associates new 
firm activity with positive employment impacts and improved industry efficiency. It 
was findings such as these that prompted the present study.  
 
Part Two of this report provided an overview of new firm entry to Australia’s building 
and construction product system between 1997 and 1998, based ABS Business 
Register data. Amongst the 40 industries selected to represent the system, the fastest 
growing industry, by number of businesses, was prefabricated building manufacturing 
which grew by 30 per cent.  
 
The four key construction industries, housing, residential, commercial and 
engineering, showed greatly varied growth rates, ranging from residential 
construction (16 per cent) as the equal fourth fastest growing industry in the system, 
to housing construction (1 per cent) as the equal fourth slowest growing industry. In 
the year under review, these four industries each posted net growth of between 291 
and 388 new businesses.  
 
The four key professional service industries, engineering, architectural, surveying and 
technical, similarly showed greatly varied growth rates, ranging from engineering 
services (14 per cent) as the equal sixth fastest growing industry in the system, to 
technical services (1 per cent) as the equal fourth slowest growing industry. In the 
year under review, the growth in number of businesses also varied greatly amongst 
these industries, ranging from engineering services which grew by 1, 485 businesses, 
to technical services, which grew by only 32 businesses.  
 
Parts Three and Four report on survey work undertaken to explore the dynamics 
surrounding the emergence and performance of new businesses. Part Three 
summarises the results of a survey of 21 leading players in the building and 
construction product system. The main purpose of this survey was to collect data on 
the involvement of leading firms with new players. The key element of this survey 
was the leading contractors section which sampled eight leading contractors and 
hence covered approximately 50 per cent of the population of leading contractors in 
Australia.  
 
On average, one quarter of all business relationships maintained by leading 
contractors were with business less than 10 years old, with all respondents 
emphasising that most of these new businesses were consultants rather than suppliers. 
Technological and non-technological innovation by the leading contractors over the 
past three to five years had resulted in all the contractors engaging a ‘significant’ 
number of new businesses.  
 
Part Four of this report is based on a survey of 30 innovative new construction-related 
businesses. The purpose of the survey was to gather information on the dynamics 
surrounding the emergence and growth of innovative new businesses.  
 
 65
The key findings relate to the roles played by innovation and networking in driving 
new business growth.  
 
Innovation was identified as the main force behind business formation and, along 
with networking, was identified as a leading factor underpinning continued growth. 
Thirty per cent of respondents set up their business in order to ‘exploit a new 
technology’, similarly 30 per cent set up their business in order to ‘offer a new way of 
doing business’. Both these activities can be considered types of innovation. Two-
thirds of firms were employing ideas that were new to the industry nationally or 
globally and one half of firms were producing output ‘radically’ different to that 
produced elsewhere. The future growth opportunities of one-third of businesses 
related to innovation activity. 
 
Networking was similarly highlighted as essential to business growth. Ninety per cent 
of respondents found relationships with other players had helped to get their business 
established, with 87 per cent obtaining direct market access through these 
relationships. Further, 83 per cent of respondents were ‘significantly assisted by 
personal informal contact with leading players’. Seventy-eight per cent of respondents 
nominated ‘networking’ as a key method of entering new markets. Thirty-two per 
cent of business had at least one leading construction contractor as a main customer. 
 
Other important findings are shown below: 
 
Growth Rates 
 
 the average of annual growth rate, over the past three years, across the 26 
businesses, was 53 per cent;  
 
 10 respondents (38 per cent) 17 averaged growth of 75 per cent or more over the 
past three years; 
 
Constraints 
 
 the most commonly cited constraint faced by respondents was ‘shortages of 
skilled staff’, cited by 16 respondents (just over half); and 
 
 an open-ended question asked respondents to describe the advice they would offer 
prospective founders of similar new businesses; the most commonly offered 
advice was ‘don’t over-extend yourself financially’, cited by 13 respondents (43 
per cent). 
 
Overall, the survey work conducted for this project confirmed key findings in the 
literature concerning the innovativeness of new businesses and their high growth 
rates. The hypothesis noted in Part One, that innovation would be a key driver of new 
firm entry, was supported by the surveys. The hypotheses that de-regulation and 
procurement process changes would also be key drivers of entry, were not as strongly 
supported. The surveys also strongly supported the hypotheses that innovation and 
networking would be key factors underpinning new business growth. 
                                                 
17 This percentage figure is calculated on a base of 26 respondents, as four businesses had not been 
operating long enough to calculate a growth rate. 
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These findings, together with those relating to business constraints, point to 
innovation, business networking, training and finance as useful targets for policy 
attention.  
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Appendix A: Respondent List: Leading 
Player Survey 
 
Construction Companies 
ABB 
Baulderstone Hornibrook 
Multiplex 
THIESS 
Concrete Constructions 
Civil and Civic 
Leighton Contractors 
Barclay Mowlem 
 
Supplier Companies 
James Hardie Building Products 
Boral Ltd (parent company) 
CSR Construction Materials 
Evans Deakin Industries Ltd (parent company) 
OTIS Elevators 
 
Consultants 
Rider Hunt 
Woods Bagot 
Kinhill 
Peddle Thorp Walker 
 
R&D Organisations 
CSIRO, NSW, Division of Building, Construction and 
Engineering 
CSIRO, Victoria, Division of Building, Construction and 
Engineering. 
 
Public Sector Clients 
NSW Department of Public Works 
Qld Department of Main Roads 
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Appendix B: Respondent List: 
Innovative New Business Survey 
 
Construction Companies 
Cragcorp P/L 
Mager Constructions Pty Ltd 
Project Constructions (Aust) Pty Ltd 
Mainbrace Constructions Qld P/L 
Northbuild Construction Pty Ltd 
 
Suppliers 
Schaffler & Associates P/L 
Multilift Systems 
Waterfurnace Airconditioning P/L 
T&G Sheetmetal 
The Smart Company 
Transform Composite 
Concrete and Steel Technologies P/L 
Frametek International P/L 
 
Consultants 
Hillocc P/L 
Enginuity P/L 
WHO 
Saltcoats P/L 
Rider Hunt Terotech 
Economic Associates 
Ranbury Management Group 
Australian Water Services 
OTIS Building Technologies 
Barry Webb and Associates (Vic) P/L 
Ambidji Group P/L 
Greg Tucker and Associates 
Earthtech Consulting 
Estimating and Costing Technology 
(International) Pty Ltd 
Geocomp Consulting 
Buildon Technologies 
Australia Pacific Projects 
 
